


ARDEN GRoup INC AND CONSOLIDATED SIJBSIDIARIES

FINANCIAL HIGHLIGHTS

2008 2007 2006

Sales 479117000 485939000 482737000

Operating income 40319000 45177000 36680000

Interest and other income expense net 1188000 3307000 2439000

Income before income taxes 41507000 48484000 39119000

Income tax provision 16840000 19277000 15895000

Net income 24667000 29207000 23224000

Net income per common share

Basic and diluted 7.80 9.24 7.16
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Corporate Profile

Arden Group is holding company which through its

Gelsons Markets subsidiary operates eighteen fullservice

supermarkets in Southern california carrying both

perishable and
grocery products

Arden Group is headquartered in Compton California Its

Class Common Stock is traded in the NASDAQ Global

Market under the symbol ARDNA



To OUR SHAREHOLDERS

hat year 2008 was one of the most challeng

ing years
in the last few decades for most

supermarkets and our wholly-owned subsidiary Gelsons

Markets Gelsons was no exception Not only did we have

to deal with severe recession but we were negatively

impacted by new competition in number of trade areas in

which we have stores Needless to say
in these very diffi

cult economic times customers tend to trade down which

of course directly impacts our upscale format It appears we

will be experiencing similar conditions in 2009 The

Companyand all 2200 of our Associatesare commit

ted to weathering this perfect storm by doing our very

best to be innovative while continuing our tradition of

excellence

Gelsons currently operates chain of 18 full-service super

markets in Southern California Gelsons has long and

proud tradition of being the best upscale full-service

supermarket chain Perhaps the most important reason that

we have continued to succeed in these more troubled eco

nomic times is that we strive to maintain our stores in

every respect to the highest standards and our Associates

make every effort to provide our customers with an out

standing shopping experience Our goal is to maintain our

reputation as The Super Market andto quote our mis

sion statementTo make shopping anywhere else

unacceptable for consumers who value quality products

cleanliness convenience and personal service

ales in 2008 53-week fiscal year from the

Companys supermarkets were $479117000 com

pared to $485939000 in 2007 52-week fiscal year

Operating income was $40319000 in 2008 compared to

$45177000 in the prior year Net income in 2008 was

$24667000 compared to $29207000 in 2007 Earnings

per common share in 2008 were $7.80 versus $9.24 in

2007

Effective March 2008 the Company experienced net

increase of approximately $500000 in labor costs on an

annualized basis primarily due to an increase in hourly

wage rates paid to employees who are members of the

United Food Commercial Workers International Union

as well as to other unions with which the Company has

contracts.The increase in labor costs was partially offset by

decrease in compensation expense related to stock appre

ciation rights SARs The Company recognized

$1823000 of SARs compensation expense in 2008 com

pared to $2908000 in 2007

Interest and dividend income in 2008 was $2460000

compared to $3340000 in 2007 primarily due to lower

interest rates in 2008 partially offset by increased average

cash levels Unrealized gains on investments were $188000

net of income tax expense of $129000 in 2008 compared

to unrealized gains of $153000 net of income tax expense

of $106000 in 2007



or more information regarding the Companys

financial results please refer to the Consolidated

Financial Statements in this report and to the Form 10-K

which is available from the Company upon request

We continue to do selective remodels of existing stores to

insure that we maintain superior facilities major remod

el of one of our stores located in Los Angeles is currently

nearing completion We are seeking new locations which

meet the demographic requirements of Gelsons super

market This is extremely difficult in the Southern

California real estate marketplace but we continue to

aggressively search for and evaluate potential new locations

December of 2008 the Board of Directors was

pleased to declare special cash dividend of $25 per

share on Class Common Stock totaling approximately

$79027000 and thus share the Companys success with

our shareholders We expect to continue our regular quar

terly dividend of 25 cents per share in future quarters

We are pleased to report that we recently concluded nego

tiation of an agreement with the United Food

Commercial Workers International Union to extend our

contract with them for one yearto expire March

2011which now coincides with the expiration date of

the unions contract with the three major grocery chains in

Southern California

At our annual meeting in June 2008 Mark Albert and

Robert Davidow were re-elected to our Board of

Directors

he Companys directors and would like to thank

our Associates for their outstanding contributions

in 2008 We would also like to thank our loyal customers

and suppliers for their continued confidence in us.We cer

tainly thank you our shareholders for your trust and

support

We at Arden Group and Gelsons look fm-ward to 2009 and

to meeting the challenges in these difficult times

Bernard Briskin

Chairman of the Board

President and Chief Executive Officer

March 25 2009



ARDEN GROUP INC AND CONSOLIDATED SUBSIDIARIES

FIVE-YEAR SELECTED FINANCIAL DATA

All
years are 52 weeks

except
2008 which is 53 weeks

In Thousands Except Share and Per Share Data 2008 2007 2006 2005 2004

Operations ForTheYear

Sales 479117 485939 482737 470354 502898

Gross profit 184500 187991 186336 180423 192316

Operating income 40319 45177 36680 31816 34579

Other income expense net 1188 3307 2439 1606 3591

Income tax provision 16840 19277 15895 13571 15498

Net income 24667 29207 23224 19851 22672

Net income per common share

Basic Class Common Stock 7.80 9.24 7.16 5.87 7.00

Basic Class Common Stock N/A N/A N/A N/A 6.13

Diluted 7.80 9.24 7.16 5.87 6.70

Financial Position At Year-End

Total assets 99810 166689 145601 147027 122135

Working capital 13847 70154 41942 41304 23883

Long-term debt 1228 1228 1228 1453 1764

Stockholders equity 51160 108493 82294 82320 66576

Capital expenditures 5159 3824 4868 6390 12641

Other Operating and Financial Data

Number of stores at end of fiscal year
18 18 18 18 18

Sales increase decrease 13
Total stores 1.4% .6% 2.6% 6.6% 3.4%

Same stores 1.4% .6% 2.6% 6.6% 3.4%

Depreciation and amortization 6110 6685 7097 7401 6990

Dividends declared per common share

Class Common Stock 1.00 1.00 1.00 1.00 1.00

Class Common Stock N/A N/A N/A N/A .675

Special dividend declared per Class

Common Stock share 25.00 20.00

Weighted average common shares outstanding

Basic Class Common Stock 3161098 3161098 3241805 3381051 2217675

Basic Class Common Stock N/A N/A N/A N/A 1164977

Diluted 3161098 3161098 3241805 3381051 3382652

The Companyc results of operations and financial position reflect to some extent the impact of labor
dispute

in the Companys trade areas in 2003 and 2004

Prior to November 10 2004 the Company had two classes of Common Stock
including

Class Common Stock Class which was convertible on share-for-share

basis into Class Common Stock Class Class stockholders were entitled to share in 9O% of the dividends other than stock dividends paid to Class

stockholders On November 10 2004 Bernard Briskin Chairman of the Board of Directors President and Chief Executive
Officer of the Company elected to convert

Class shares
beneficially

owned by him including shares beneficially owned with his spouse
into Class shares The conversion of these shares trigered the automatic

and simultaneous conversion of all remaining Class shares as provided under the Companys Restated Certificate of Incorporation After the conversion the Company

has
only

Class outstanding and all stockholders participate equally in the undistributed earnings of the Company

Same store sales increases are calculated by comparing year-over-year
sales for stores that were open in both

years If
store was not open for the entire year in both

years

being compared then the store is not included in the same store analysis No stores were closed during any of the
periods presented Fiscal 2008 was 53-week year

No adjustment was made to remove the additional week for comparison purposes Store sales used to calculate sales increases above do not include revenue from leases

subleases licensing arrangements and finance charges and therefore may not
agree

to total
year-over-year

sales increases as disclosed in Managements Discussion and

Analysis of Financial Condition and Results of Operations



ARDEN GROUP INC AND CONSOLIDATED SUBSIDIARIES

MANAGEMENTS DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

he Private Securities Litigation Reform Act of 1995

provides safe harbor for forward-looking statements

made by or on behalf of Arden Group Inc Company or

Arden Certain statements contained in Managements Discussion

and Analysis of Financial Condition and Results of Operations

other parts of this report and other Company filings are forward-

looking statements These statements discuss among other things

future sales operating results and financial condition Forward-

looking statements reflect the Companys current plans and

expectations regarding important risk factors and are based on

information currently available to us The Company cautions

readers that any forwardlooking statements contained in this

report or made by the management of the Company involve risks

and uncertainties and are subject to change based on various

important factors Such statements may be identified by such words

as anticipate expect may believe could estimate

project and similar words or phrases The Company does not

undertake any obligation to update forward-looking statements

Overview

rden is holding company which conducts operations

through its first and second tier wholly-owned

subsidiaries ArdenMayfair Inc ArdenMayfair and

Gehons Markets Gelsons respectively Gelsons operates 18 full

service supermarkets in Southern California Gelsons caters to

the upscale customer who expects superior quality service and

merchandise selection In addition to the customary supermarket

offerings Gelsons offers specialty items such as imported foods

unusual dehcatessen items and organic and natural food products

All Gelsons stores include the typical service departments such

as meat seafood dehcatessen floral sushi cheese and bakery In

addition some stores offer further services including fresh pizza

coffee bars hot bars gelato bars and carving carts offering

cooked meats

The Companys management focuses on number of performance

indicators in evaluating financial condition and results of

operations Same store sales gross profit and labor costs are some

of the key factors that management considers Both sales and gross

profit arc significantly influenced by competition in our trade area

Gelsons faces competition from regional and national supermarket

chains most of which have greater resources and larger market

share than Gelsons stores specializing in natural and organic

foods specialty and gourmet markets and
grocery departments in

mass merchandise and club stores The recent downturn in

economic conditions has led to even greater competition in the

grocery industry As discretionary income declines some

consumers are reducing their spending and making more value

conscious decisions We are forced to compete for fewer customer

dollars and keep our retail prices low as our competitors also

reduce their prices in an attempt to maintain or increase their own

market share

Labor and other related payroll costs are the second largest expense

afrer product cost incurred by Gelsons and thus is financial

measure which is carefully monitored by management As of fiscal

2008 year end Gelsons had approximately 1324 full-time and 967

part-time store warehouse and office employees The majority of

Gelsons employees are members of the United Food

Commercial Workers International Union UFCW In February

2007 the Company completed negotiation of new union

contract with the UFCW to replace the contract which expired

on March 2007 The three major grocery retailers in our trade

area had not reached an agreement by this date The new Celsons

contract starts the elimination process of the twotier wage

configuration and returns it to single wage structure and provides

for among other things wage increases and modifications to the

Companys pension and health and welfare contribution rates The

Companys employees who are members of the UFCW voted to

ratiflr the new contract in vote held on February 21 and 23

2007 The new contract originally had an expiration date of

March 2010 which was different from the expiration date of the

majors contract Effective March 10 2009 the Companys

UFCW employees voted to ratify an amendment to our contract

with the UFCW which extends the contract expiration date to

March 62011 the same date the contract between the UFCW
and the majors expires

The Company contributes to multi-employer health care and

pension plan trust on behalf of its employees who are members of

the UFCW All employers who participate in multi-employer

plan are required to contribute at the same hourly rate based on

straight time hours worked in order to fund the plan

Consequently the benefit contribution rates that the Company

negotiated with the UFCW effective March 2007 were subject to

change retroactively based on the outcome of the unions

negotiations with the three major grocery retailers in our trade

area which were completed in July 2007 The employees of the

three major grocery retailers voted to ratify their contract on

July 22 2007 For purposes of the multi-employer plans for health

care and pension benefits Gelsons is subject to the same contract

and term as the majors which expires on March 62011



The agreement reached with the UFCW and the three major

grocery retailers resulted in substantial reduction in the average

hourly contribution rates for pension and health care The majority

of the reduction relates to the health and welfare fund which was

overfunded at the time of contract negotiation The reduction in

the health and welfare contribution rate was originally expected to

substantially reduce the overfunded status of the fund during the

term of the new contract The change in contribution rates for

both pension and health care were retroactive to the beginning of

March 2007 The reduction in the contribution rates resulted in

substantial decrease in the Companys selling general and

administrative SGA expense
when comparing periods covered

by the current and the expired contracts The Companys health

and welfare contribution rate was scheduled to increase effective

with hours worked during March 2009 and after however the

Company was recently notified by the Southern California United

Food Commercial Workers Unions and the Food Employers

Joint Trust Funds Trust that the increase has been suspended for

the six-month period beginning March 2009 and ending August

2009 The Trust will review the effective rate again in August 2009

Current economic conditions and the turmoil in the financial

markets could significantly impact the future funded status of the

health care and pension plans in which the Company participates

Many factors influence the funded status of the plans including

changes in the cost of health care the return on investments of

funds held by the plan changes to benefits offered under the plan

and government regulations The Company anticipates that both

health care and pension benefits will be important topics in future

negotiations If in the ftiture the Company and other participating

employers are unable to negotiate an acceptable agreement with

the union concerning employee benefits labor dispute could

result or the negotiations could result in new agreement

requiring higher contribution rates In addition if
any

of the

participating employers in the plan withdraws from the plan due to

insolvency and is not able to contribute an amount sufficient to

cover the underfunded liabilities associated with its participants the

Company may be required to make additional contributions Each

of these scenarios could negatively impact the Companys financial

condition and results of operations

The agreement
that the majors reached with the UFCW also

provides for hourly wage rates based on job classification and

experience that in some cases are less than those agreed to by

Gelsons This could affect our ability to compete
with grocery

retailers whose hourly rates are less than our own Increases in

wages provided under the new contract will negatively impact the

Companys profitability unless it is able to offset the increased

expense through combination of sales growth increased
gross

margin management of labor hours decreased labor turnover and

cost savings in other areas Current economic conditions make it

difficult to achieve significant sales growth and increased profit

margins

Another component of labor related expense is the cost of

workers compensation For claims incurred prior to July 2006

the Company is primarily self-insured through the use of high

deductible policy which provides the Company with stop-loss

coverage to limit its exposure on per claim basis and provides

coverage
for qualifiying costs in excess of per claim limits Effective

July 2006 the Company purchased one-year fully insured

guaranteed cost workers compensation insurance policy to replace

the high deductible program
for losses occurring after June 30

2006 The guaranteed cost program
eliminates the Companys risk

against claims occurring after June 30 2006 and has resulted in

lower workers compensation expense compared to the high

deductible program The Company has continued to renew the

guaranteed cost policy annually The Company continues to

maintain an accrual for claims incurred prior to July 2006 under

the high deductible program That accrual is based on both

undeveloped reported claims and an estimate of clalms incurred

but not reported While the Company devotes substantial time and

commitment to maintaining safe work environment the ultimate

cost of workers compensation is highly dependent upon legal and

legislative trends the inflation rate of health care costs and the

Companys ability to manage claims

In the past the Companys quarterly results have reflected

significant fluctuations in operating income as result of

adjustments recorded to reflect the change in the fair value of

stock appreciation rights SARs that have been granted to non-

employee directors and certain employees Each SAR entitles the

holder to receive cash upon exercise equal to the excess of the fair

market value of share of the Companys Class Common Stock

Class as determined in accordance with the SARs agreement

on the date of exercise over the fair market value of such share on

the date granted Fluctuations in the market price of the

Companys Class ftom the end of the previous fiscal year impact

the recognition or reversal of SARs compensation expense in the

year being reported upon Since the Company cannot predict

future fluctuations in the market price of its stock it also cannot

forecast future SARs compensation expense adjustments and the

extent to which operating income will be impacted



Results of Operations

2008 Compared to 2007

et income in 2008 decreased 15.5% to $24667000

compared to $29207000 during 2007 Operating

income decreased 10.8% to $40319000 in 2008

compared to $45177000 in 2007

Sales from the Companys 18 supermarkets all of which are

located in Southern California including revenue from licensing

arrangements subleases leases and finance charges were

$479117000 in 2008 53-week fiscal year.This represents

decrease of 1.4% from 2007 52-week fiscal year when sales

were $485939000 Sales during 2008 were negatively impacted by

economic conditions increased competition in our trade area and

increased fuel and food prices The extra week in 2008 compared

to the prior year somewhat offset the decrease in sales

The Companys gross profit as percent of sales was 38.5% in

2008 compared to 38.7% in 2007 lii calculating gross profit the

Company deducts product costs net of discounts and allowances

and inbound freight charges as well as warehouse transportation

purchasing advertising and occupancy costs in cost of sales Gross

profit as percent of sales for the Company may not be

comparable to those of other companies in the
grocery industry

since there may he differences in recording certain costs as cost of

sales or as SGA expense

SGA expense as percent of sales was 30.1% in 2008 compared

to 29.4% in 2007.The increase in SGA expense as percent of

sales is primarily due to an increase in UFCW hourly wage rates

effective early March 2008 in accordance with the current

collective bargaining agreement To lesser extent SGA expense

was also impacted by hourly wage rate increases under collective

bargaining agreements with unions other than the UFCW These

increases were partially offset by lower SARs compensation

expense in 2008 compared to the prior year During 2008 the

Company recognized $1823000 of SARs compensation expense

compared to $2908000 in 2007

The Company contributes to several multi-employer union

pension and health care plans Pension and health care payments

are determined based on straight-time hours worked and the

contribution rate as stipulated in the Companys various collective

bargaining agreements The Company recognized union pension

expense of $5065000 in 2008 compared to $5332000 in 2007

Union health care expense was $9258000 in 2008 compared to

$9788000 in 2007 Costs decreased due to reduction in the

average hourly contribution rate effective March 2007 as discussed

above and in the number of hours eligible for contributions

The Company is primarily selfinsured for losses related to general

and auto liability
claims as well as for workers compensation in

some prior years The Company has stop-loss insurance coverage to

limit its exposure on per claim basis and is insured for covered

costs in excess of per claim limits Accruals are based on reported

claims and an estimate of claims incurred but not reported While

the ultimate amount of claims incurred is dependent on future

developments in managements opinion recorded reserves for

general and auto liability
claims and workers compensation are

adequate to cover the future payment of claims

In addition to high deductible coverage for workers compensation

and general and auto liability claims the Company also carries

property
business interruption fiduciary directors and officers

crime earthquake special event and employment practices liability

insurance Management believes based on recent and past

experience that current insurance coverage meets the reasonable

requirements of the Company

Effective January 2006 the Company adopted Statement of

Financial Accounting Standards No SEAS 123R revised 2004

Share-Based Payment which requires the measurement and

recognition of compensation expense based on the fair value of

SARs SPAS 123R requires the Company to remeasure the fair

value of SARs each reporting period until the award is settled

Compensation expense must be recognized each reporting period

for changes in fair value and vesting During 2008 the Company

recognized $1823000 of SARs compensation expense
due to an

increase in the fair value of SARs at the time of exercise and the

additional vesting of SARs During 2007 the Company recognized

$2908000 of SARs compensation expense Compensation

expense
is recorded under SGA expense on the Consolidated

Statements of Operations and Comprehensive Income As of

January 2009 assuming no change in the SARs fair value there

was approximately $2886000 of total unrecognized compensation

cost related to outstanding SARs which is expected to be

recognized over weighted average period of 4.7 years The total

intrinsic value of SARs exercised during 2008 and 2007 was

approximately $3443000 and $5643000 respectively Intrinsic

value represents the amount by which the fair value of SARs on

the date of exercise exceeds the grant price



During 2008 the Company procured approximately 16% of its

product through Unified Western Grocers Inc Unified grocery

wholesale cooperative As member-patron the Company is

required to provide Unified with certain minimum deposits and

credit in order to purchase product from the cooperative As of

January 2009 the Company had approximately $1676000 on

deposit with Unified in addition to approximately $625000

related to ownership of equity shares in Unified In 2008 and

2007 the Company recorded approximately $251000 and

$253000 respectively in patronage dividend income received in

the form of cash and Unified equity shares as reduction of cost

of sales

Interest and dividend income was $2460000 in 2008 compared to

$3340000 for 2007 primarily due to lower interest rates in 2008

partially offset by increased average cash levels Due to the special

cash dividend paid on December 2008 totaling approximately

$79000000 the Company anticipates significant decrease in

investment income in fiscal 2009

SPAS 115 Accounting for Certain Investments in Debt and

Equity Securities requires that unrealized holding gains and losses

from available-for-sale securities be included as component of

stockholders equity Unrealized gains on investments were

$188000 net of income tax expense of $129000 in 2008

compared to unrealized gains of $153000 net of income tax

expense of $106000 in 2007

2007 Compared to 2006

IN_et

income in 2007 increased 25.8% to $29207000

compared to $23224000 during 2006 Operating

income increased 23.2% to $45177000 in 2007

compared to $36680000 in 2006

Sales from the Companys 18 supermarkets all of which are

located in Southern California including revenue from licensing

arrangements subleases leases and finance charges were

$485939000 in 2007.This represents an increase of.7% from

2006 when sales were $482737000 The Company experienced

sales growth due to product pricing decisions primarily due to

product cost increases partially offset by decrease in customer

count Sales during 2007 were influenced by increased competition

in our trade area from new competitors entering our market In

addition the merger trend amongst our competitors resulted in

larger companies that possess stronger market recognition

The Companys gross profit as percent of sales was 38.7% in 2007

compared to 38.6% in 2006 In calculating gross profit the

Company deducts product costs net of discounts and allowances

and inbound freight charges as well as warehouse transportation

purchasing advertising and
occupancy costs in cost of sales Gross

profit as percent of sales for the Company may not be

comparable to those of other companies in the grocery industry

since there may be differences in recording certain costs as cost of

sales or as SGA expense

SGA expense as percent
of sales was 29.4% in 2007 compared

to 31.0% in 2006 The Companys provision for all union pension

and health care plans decreased 31.4% to $15120000 in 2007

compared to $22032000 in 2006 due to reduction in the

average hourly contribution rates for pension and health care as

discussed above as well as slight decrease in the number of hours

eligible for contributions Workers compensation expense
also

decreased 39.5% to $2992000 in 2007 compared to $4945000 in

2006 as discussed above Finally lower SARs compensation expense

in 2007 compared to the prior year also contributed to the

decrease in SGA expense as percent of sales During 2007 the

Company recognized $2908000 of SARs compensation expense

compared to $3671000 in 2006.The decrease in SGA expense

was partially offset by an increase in labor costs as result of the

new contract with the UFCW as discussed above

The Company contributes to several multi-employer union

pension and health care plans Pension and health care payments

are determined based on straight-time hours worked and the

contribution rate as stipulated in the Companys various collective

bargaining agreements The Company recognized union pension

expense of $5332000 in 2007 compared to $6801000 in 2006

Union health care expense was $9788000 in 2007 compared to

$15231000 in 2006 Costs decreased due to reduction in the

average hourly contribution rate as discussed above and in the

number of hours eligible for contributions

For discussion of workers compensation general and auto

liability
and other types of insurance coverage see the discussion

under the heading 2008 Compared to 2007 presented above

Stock-based compensation under the SARs program was

previously subject to variable accounting in accordance with

Financial Accounting Standards Board Interpretation No FIN 28

Accounting for Stock Appreciation Rights and Other Variable

Stock Option or Award Plans an interpretation of Accounting



Principles Board Opinion No APB 25 Accounting for Stock

Issued to Employees Under FIN 28 compensation expense was

recognized as the SARs vested using the graded-vesting method In

addition changes in the market price of the Companys Class

impacted the recognition of SARs expense

Effective January 12006 the Company adopted SFAS 123R

revised 2004 Share-Based Payment which requires the

measurement and recognition of compensation expense based on

the fair value of SARs The Company adopted SFAS 123R using

the modified prospective transition method and therefore prior

period results were not restated As ofJanuary 2006 the

cumulative effect of adopting SFAS 123R resulted in the

recognition of $288000 in compensation expense as well as

additional expense of $3383000 related to an increase in the fair

value of SARs since the end of fiscal 2005 and the additional

vesting of SARs Compensation expense is recorded under SGA
expense on the Consolidated Statements of Operations and

Comprehensive Income

SFAS 123R requires the Company to remeasure the fair value

of SARs each reporting period until the award is settled

Compensation expense must be recognized each reporting period

for changes in fair value and vesting During 2007 the Company

recorded $2908000 of compensation expense related to the

increase in the fair value of SARs and additional vesting during

the period As of December 29 2007 assuming no change in the

SARs fair value there was approximately $4541000 of total

unrecognized compensation cost related to SARs which is

expected to be recognized over weighted average period of 4.6

years The total intrinsic value of SARs exercised during 2007 and

2006 was approximately $5643000 and $1305000 respectively

Intrinsic value represenfs the amount by which the fair value of

SARs on the date of exercise exceeds the grant price

During 2007 the Company procured approximately 17% of its

product through Unified grocery wholesale cooperative As

member-patron the Company is required to provide Unified with

certain minimum deposits and credit in order to purchase product

from the cooperative As of December 29 2007 the Company had

approximately $1659000 on deposit with Unified in addition to

approximately $503000 related to ownership of equity shares in

Unified In 2007 and 2006 the Company recorded approximately

$253000 and $323000 respectively in patronage dividend income

received in the form of cash and Unified equity shares as

reduction of cost of sales

Interest and dividend income was $3340000 in 2007 compared to

$2560000 for 2006 primarily due to increased cash levels and

higher interest rates in 2007

SFAS 115 Accounting for Certain Investments in Debt and

Equity Securities requires that unrealized holding gains and losses

from availablefor-sale securities be included as component of

stockholders equity Unrealized gains on investments were

$153000 net of income tax expense of $106000 in 2007

compared to unrealized losses of $39000 net of income tax

benefit of $28000 in 2006

Liquidity and Capital Resources

he Companys current cash position including

investments and net cash provided by operating activities

are the primary sources of finds available to meet the

Companys capital expenditure and liquidity requirements The

Companys cash position including investments at January 2009

was $19144000 The Companys cash position was reduced by

approximately $79027000 on December 2008 when the

Company paid special cash dividend of twenty-five dollars $25

per share on the Companys Class Cash not required for the

immediate needs of the Company is temporarily invested in

commercial paper and marketable securities Currently all

temporary investments are highly liquid The Company is

continually investigating opportunities for the use of these funds

including new locations and the expansion and remodel of existing

stores The Mayfair store on Franklin Boulevard in Hollywood

California is currently being converted to the Gelsons name and

format as part of major remodel which is expected to be

completed by the spring of 2009

The Company also has two revolving lines of credit totaling

$23000000 available for standby letters of credit funding

operations and expansion There were no outstanding borrowings

against either of the revolving lines as ofJanuary 2009 The

Company currently maintains four standby letters of credit

aggregating $9569000 pursuant to the Companys lease

requirements and general and auto liability
and workers

compensation self-insurance programs The standby letters of credit

reduce the available borrowings under its revolving lines

The Companys working capital was $13847000 at January

2009 compared to $70154000 at December 29 2007.The



In Thousasds Total 1-3 Years 4-5 Years

7% Subordinated

Income Debentures

Due September 2014

Including Interest 1744 86 172 172 1314

Operating Leases 130994 10828 20336 18935 80895

Total Contractual

Cash Obligations $132738 10914 20508 19107 82209

Other Commercial Commitments

Less Than After

In Thousands Total Year 1-3 Years 4-5 Years Years

Standby Letters of

Credit 9569 9569

Other Contractual Cash Obligations

The Company had the following other contractual cash obligations at January

2009 The Company is unable to include these liabilities in the tabular disclosure

of
contractual cash

obligations as the exact
timing

and amount of payments is

unknown

Sef-Insurance Reserves

The Company is primarily self-insured for losses related to general
and auto liability

claims and for all open years prior to July 2006 for workers compensation The

Company maintains stop-loss insurance
coverage

to limit its loss
exposure

on
per

claim basis Effective July 2006 the Company purchased fully insured

guaranteed
cost workers

compensation
insurance policy for losses occurring after

June 30 2006 This policy replaced the high deductible program for workers

compensation Liabilities associated with the risks that are retained by the Company

under the
high

deductible programs are estimated in part by considering historical

claims
experience

and
regression analysis Accruals are based on reported claims and

an estimate
of

claims incurred but not reported While the ultimate amount of claims

incurred is dependent on future developments in managements opinion
recorded

reserves are adequate
to cover the future payment of claims The Companys liability

reserve for unpaid and incurred but not
reported

claims at January 2009 was

approximately $4564000

Employment Agreement

The Company has an employment agreement Employment Agreement with key

executive officer that provides for
annual retirement compensation for the remainder of

his lfetime equal to 25% of
his

average
base

salary
and bonus earned in the last

three fiscal years prior to his retirement The Company had accrued $2 122000

under the terms of the employment agreement as ofJanuary 2009

Property Plant and Equipment Purchases

As ofJanuary 2009 management had authorized expenditures on incomplete

projects for the purchase of property plant
and equipment which totaled

approximately

$1823000 The Company has an ongoing program to remodel
existing

supermarkets and to add new stores During 2008 total
capital expenditures were

$5159000

Standby Letters of Credit

All of the Companys letters of
credit renew automatically

each
year

unless the issuer

notfies the Company otherwise The amount of each letter of credit held pursuant to

the Companys workers compensation and general
and auto liability insurance

programs will be adjusted annually based upon the outstanding claim reserves as of

After
the renewal date Each letter of credit obligation related to insurance will cease when

Years
all claims for the particular policy year

are closed or the Company negotiates

release

decrease is due to the payment of the special cash dividend as

discussed above The Company believes that its current working

capital as well as future cash flow is sufficient to meet its ongoing

needs during fiscal 2009 Net cash provided by operating activities

during fiscal 2008 totaled $28467000 Cash flows from operating

activities resulted primarily from net income plus noncash

expenses and changes in working capital

Net cash provided by investing activities was $5288000 in 2008

Investing activities included the sale of investments of $35556000

primarily in anticipation of the special dividend partially offset by

the purchase of investments earlier in the year of $25130000 and

capital expenditures of $5159000 Net cash used in financing

activities consisted solely of dividends both regular and special

paid during 2008 totaling $82188000

The Companys current ratio was 1.41 at January 32009

compared to 2.63 at December 29 2007 The Companys total

liabilities to equity ratio increased to .95 at January 32009 from

.54 at December 29 2007 Both of these ratios were significantly

impacted by the special dividend discussed above

The following table sets forth the Companys contractual cash

obligations and commercial commitments as ofJanuary 2009

Contractual Cash Obligations

Less Than

Year

In April 2003 the Company announced stock repurchase

program authorized by the Board of Directors to purchase from

time to time up to 100000 shares of its Class in the open

market or in private transactions The timing volume and price of

purchases are at the discretion of the management of the

Company In February 2006 the Companys Board of Directors

authorized the purchase of up to an additional 150000 shares of

Class During 2006 the Company purchased 217904 shares of

Class in unsolicited private transactions with unrelated parties

for an aggregate purchase price of approximately $19999000

The remaining number of shares authorized for purchase as of

January 2009 was 22904

During 2008 and 2007 the Company paid regular quarterly

dividends of 25 cents per share of Class for total of

approximately $3161000 in each year In addition the Company

paid special cash dividend of twenty-five dollars $25 per share
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on its outstanding Class totaling approximately $79027000 on

December 2008 to stockholders of record at the close of

business on November 20 2008

Critical Accounting Policies

he preparation of financial statements in conformity with

accounting principles generally accepted in the United

States GAAP requires management to make estimates

and assumptions about future events that may affect the reported

amounts of assets liabilities revenues and
expenses as well as the

disclosure of contingent assets and liabilities Management has

established accounting policies that they believe are appropriate in

order to reflect the accurate reporting of the Companys operating

results financial position and cash flows The Company applies

these accounting policies in consistent manner Management

bases their estimates on historical experience current and expected

economic conditions and various other factors that management

believes to be reasonable under the circumstances These estimates

and assumptions form the basis for making judgments about the

carrying values of assets and liabilities that are not readily apparent

from other sources The Company reevaluates these significant

factors and makes adjustments where facts and circumstances

dictate Future events and their effects cannot be determined with

absolute certainty and therefore actual results may differ from

estimates

Management believes that the following accounting policies arc

the most critical in the preparation of the Companys financial

statements because they involve the most difficult subjective or

complex judgments about the effect of matters that are inherently

uncertain

Inventories

Supermarket nonperishable inventories are recorded using the

retail method and are stated at the lower of cost or market with

cost determined using the last-in first-out LIED method

Perishable inventories are valued at the lower of cost on first-in

firstout FIFO basis or market

Inventory reserves are maintained for dry goods at historical run

rates that are adjusted annually and trued up at each physical count

three times per year to ensure adequacy of the reserve

Inventories of perishable items are taken at the end of
every

month and balances are adjusted accordingly with the offiet

recorded in cost of sales

Impairment of Long-Lived Assets

The Company monitors the carrying value of long-lived assets for

potential impairment whenever events or changes in circumstances

indicate the carrying value of an asset may not be recoverable

Impairment is recognized when estimated future cash flows

undiscounted and before interest charges are less than carrying

value The estimation of expected future net cash flows is

inherently uncertain and relies on assumptions regarding current

and future economic and market conditions and the availability of

capital If impairment analysis assumptions change then an

adjustment to the carrying value of the Companys long-lived

assets could occur To the extent that an asset is impaired the

excess of the carrying amount of the asset over its estimated fair

value is charged against earnings

Workers Compensation and General and Auto Liability Insurance

The Company is primarily self-insured for losses related to general

and auto liability
claims and for all open years prior to July 2006

for workers compensation The Company purchases stop-loss

insurance coverage to limit its loss exposure on per claim basis

Accruals are based on reported claims and an estimate of claims

incurred but not reported While the ultimate amount of claims

incurred are dependent on future developments in managements

opinion recorded reserves are adequate to cover the future

payment of clalms The Company purchased fully insured

guaranteed cost workers compensation insurance policy for losses

occurring after June 30 2006 This policy replaced the high

deductible program for workers compensation

Cost of Sales

Cost of sales reflects the direct costs involved in bringing the

Companys product to market including product costs net of

discounts and allowances and inbound freight charges as well as

warehouse transportation purchasing advertising and
occupancy

costs Warehouse and transportation costs include receiving costs

internal transfer costs labor building rent utilities depreciation

repairs and maintenance and fuel for the Companys distribution

center and distribution system Purchasing costs include both labor

and administrative expense associated with the purchase of the
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Companys products Advertising costs net of vendor

reimbursements are expensed as incurred and include the cost of

the Gelsons newsletter newspaper ads and other print advertising

Occupancy costs consist of rent common area charges where

applicable depreciation and utilities related to Gelsons operations

Vendor Allowances

The Company receives variety of allowances from its vendors

whose products are sold in Gelsons stores Typically the vendors

are paying the Company to promote their products The

promotion may be temporary price reduction feature in print

advertisement or newsletter or placement of the vendors product

in preferred location in store The promotions are typically two

to three weeks long and are recognized when the commitment has

been fulfilled.Vendor allowances are recorded as reduction of cost

of sales

Occasionally the Company receives rebate allowances in the form

of upfront lump-sum payments from vendors Under the terms of

these long-term agreements which typically extend for several

months or years the Company earns the rebates as it purchases

product from the vendoL The upfront payments are recorded as

liability when they are received and are recorded as reduction of

inventory cost as the product is purchased In the event that the

Company does not purchase the minimum amount of product

specified in the agreement the upfronr payments must be

returned on pro rata basis to the vendor If the contract does not

specifr that the rebate is earned as product is purchased then the

upfront payments are recorded as hability when received and

recognized as reduction of cost of sales on pro rata basis as the

product is sold

Stock Appreciation Rights

Stock-based compensation under the SARs program was

previously subject to variable accounting in accordance with FIN

28 Accounting for Stock Appreciation Rights and Other

Variable Stock Option or Award Plans an interpretation of APB

25 Accounting for Stock Issued to Employees Under FIN 28

compensation expense was recognized as the SARs vested using

the graded-vesting
method In addition changes in the market

price of the Companys Class impacted the recognition of

SARs expense

Effective January 2006 the Company adopted SPAS 123R

revised 2004 Share-Based Payment which requires the

measurement and recognition of compensation expense based on

the fair value of SARs The Company adopted SPAS 123R using

the modified prospective transition method and therefore prior

period results were not restated SPAS 123R requires the

Company to remeasure the fair value of SARs each reporting

period until the award is settled Compensation expense must be

recognized each reporting period for changes in fair value and

vesting

Recent Accounting Standards

September 2006 the Financial Accounting Standards Board

PASB issued SPAS 157 Pair Value Measurements SPAS

157 defines fair value establishes framework for measuring

fair value in GAAP and expands disclosures about fair value

measurements SPAS 157 does not require any new fair value

measurements The adoption of SPAS 157 in the first quarter of

2008 did not have any impact on the Companys consohdated

financial statements In February 2008 the PASB issued PASB Staff

Position No PSP PAS 157-2 Effective Date of PASB Statement

No 157 which is effective for specified fair value measures of

nonfinancial assets and liabilities for financial statements issued for

fiscal years beginning after November 15 2008 PSP PAS 157-2 is

effective for the Companys first quarter
of 2009 The Company is

currently evaluating the impact if
any

that the implementation of

these provisions may have on its consolidated financial statements

In February 2007 the PASB issued SPAS 159 The Pair Value

Option for Financial Assets and Financial Liabilities Including an

Amendment of PASB Statement No 115 SPAS 159 permits

entities to make an irrevocable election to measure certain financial

instruments and other assets and liabilities at fair value on an

instrumentby-instrument basis Unrealized gains and losses on

items for which the fair value option has been elected will be

recognized into net earnings at each subsequent reporting date

Upon adoption of SPAS 159 in the first quarter
of 2008 the

Company did not elect the fair value option and accordingly its

adoption did not have any effect on the Companys consolidated

financial statements
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ARDEN GRoup INC AND CONsOLIDATED SuBsIOIARIEs

CONSOLIDATED BALANCE SHEETS

In Thousands Except Share and Per Share Data january 2009 December 29 2007

Assets

Current assets

Cash and cash equivalents 10486 58919

Investments 8658 19933

Accounts receivable net of allowance for doubtful accounts

of $297 and $172 as ofJanuary 2009 and

December 29 2007 respectively
5271 5967

Inventories net 17846 21558

Deferred income taxes 2586 3916

Other current assets
3137 2856

Total current assets
47984 113149

Property plant and equipment net 43792 44853

Deferred income taxes 4728 5450

Other assets 3306 3237

Total assets 99810 166689

Liabilities and Stockholders Equity

Current liabilities

Accounts payable trade 15092 20367

Federal and state income taxes payable
195 803

Other current liabilities 18850 21825

Total current liabilities 34137 42995

Long-term debt 1228 1228

Deferred rent 6298 6144

Other liabilities 6987 7829

Total liabilities
48650 58196

Commitments and contingent liabilities Notes 14 and 16

Stockholders equity

Common Stock Class $.25 par value authorized 10000000 shares

3161098 shares issued and outstanding as of January 2009

and December 29 2007 excluding 1357200 treasury shares 1129 1129

Capital surplus 5378 5378

Unrealized gain loss on investments net of tax 179

Retained earnings 48397 105918

54913 112246

Treasury stock 1357200 shares at cost 3753 3753

Total stockholders equity
51160 108493

Total liabilities and stockholders equity 99810 166689

The accompanying notes are an integral part of these consolidated financial statements
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ARDEN GROUP rNc AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS AND
COMPREHENSIVE INCOME

Ffly-Three Fifty-Two

Weeks Ended Weeks Ended Weeks Ended

In Thousands Except Share and Per Share Data January 2009 December 29 2007 December 30 2006

Sales 479117 485939 482737

Cost of sales 294617 297948 296401

Gross profit 184500 187991 186336

Selling general and administrative expense 144181 142814 149656

Operating income 40319 45177 36680

Interest and dividend income 2460 3340 2560

Other income expense net 907 64

Interest
expense 365 97 123

Income before income taxes 41507 48484 39119

Income tax provision 16840 19277 15895

Net income 24667 29207 23224

Other comprehensive gain loss net of tax

Unrealized gain loss from available-for-sale securities

Net unrealized holding gain loss arising during the period 428 153 38

Reclassification adjustment for realized gain loss included

in net income 616

Net unrealized gain loss net of income tax expense benefit

of $129 for 2008 $106 for 2007 and $28 for 2006 188 153 39

Comprehensive income 24855 29360 23185

Net income per common share

Basic and diluted 7.80 9.24 7.16

Weighted average common shares outstanding

Basic and diluted 3161098 3161098 3241805

The accompanying notes are an integral part of these consolidated financial statements
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ARDEN GROUP INC AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY

Common Stock

Class

Shares Amount

4736202 $1184

Unrealized

Gain
Tieasury Stock

Capital Loss on Retained Stockholders

In Thousands Except Share Data Surplus Investments Earnings Shares Amount Equity

Balance December 31 2005 $5638 293 79544 1357200 $3753 82320

Purchase and retirement

of common stock 217904 55 260 19684 19999

Net unrealized loss 39 39

Dividends declared 3212 3212

Net income 23224 23224

Balance December 30 2006 4518298 1129 5378 332 79872 1357200 3753 82294

Net unrealized gain
153 153

Dividends declared 3161 3161

Net income 29207 29207

Balance December 29 2007 4518298 1129 5378 179 105918 1357200 3753 108493

Net unrealized gain
188 188

Dividends declared 82188 82188

Net income 24667 24667

BalanceJanuary 2009 4518298 $1129 $5378 48397 1357200 $3753 51160

The accompanying notes are an integral part of these consolidated financial statements
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ARDEN GROUP INC AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Ffiy- Three

Weeks Ended

January 2009

Ffly- Two

Weeks Ended

December 29 2007

Ffiy- Two

Weeks Ended

December 30 2006In Thousands

Cash flows from operating activities

Cash received from customers 479578 485819 482645

Cash paid to suppliers and employees 437970 438044 440735

Interest and dividends received 2513 3186 2580

Interest paid 109 99 125

Income taxes paid 15545 20660 17645

Net cash provided by operating activities 28467 30202 26720

Cash flows from investing activities

Capital expenditures 5159 3824 4868

Purchases of investments 25130 945 827

Sales of investments 35556 2751

Proceeds from the sale of property plant and equipment 21 28 215

Net cash provided by used in investing activities 5288 4739 2729

Cash flows from financing activities

Purchase and retirement of Company stock 19999

Principal payments under capital lease obligations 225 221

Cash dividends paid 82188 3161 3267

Net cash used in financing activities 82188 3386 23487

Net increase decrease in cash and cash equivalents 48433 22077 504

Cash and cash equivalents at beginning of year 58919 36842 36338

Cash and cash equivalents at end of year 10486 58919 36842

The accompanying notes are an integral part of these consolidated financial statements
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Ffty-Three F1ftyTwo Ffty-Two

Weeks Ended Weeks Ended Weeks Ended

January 2009 December 29 2007 December 30 2006

Reconciliation of Net Income to Net Cash Provided

by Operating Activities

Net income 24667 29207 23224

Adjustments to reconcile net income to net cash

provided by operating activities

Depreciation and amortization 6110 6685 7097

Provision for losses on accounts receivable 169 45 14

Deferred income taxes 1923 798 1044

Net gain loss from the disposal of property

plant and equipment
89 30 191

Realized gain loss on investments net 907 64

Amortization of premium discount on investments 259

Stock appreciation rights compensation expense 1823 2908 3671

Changes in assets and liabilities net of effects from

noncash investing and financing activities

Increase decrease in assets

Accounts and notes receivable 527 263 49

Inventories 3712 1677 735

Other current assets 281 28 316

Other assets 69 299 148

Increase decrease in liabilities

Accounts payable trade and other current

liabilities 9148 4621 2859

Federal and state income taxes payable 608 2411 705

Deferred rent 154 74 274

Other liabilities 1767 836 1505

Net cash provided by operating activities 28467 30202 26720

The accompanying notes are an integral part of these consolidated financial statements
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ARDEN GROUP INC ANO C0N50LIOATEO SuB5IOIARIPs

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

Basis of Presentation and Bnsiness Descrption

The consolidated financial statements of Arden Group Inc

Company or Arden include the accounts of the Company and its

direct and indirect subsidiaries Arden is holding company which

conducts operations through its wholly-owned subsidiary Arden

Mayfair Inc Arden-Mayfair and Arden-Mayfairs wholly-owned

subsidiary Gelsons Markets Gelsoni which operates 18

supermarkets in Southern California The Company and Arden

Mayfair also own certain real estate properties through wholly-

owned subsidiary Mayfair Realty Inc All intercompany accounts

and transactions are eliminated in consolidation

Fiscal Year

The Company operates on fiscal year ending on the Saturday

closest to December 31 Fiscal years for the consolidated financial

statements included herein ended on January 2009 fiscal 2008

53 weeks December 29 2007 fiscal 2007 52 weeks and

December 30 2006 fiscal 2006 52 weeks

The following is summary of significant accounting policies

followed in the preparation of these consolidated financial

statements

Reclassfications

Certain amounts in prior periods have been reclassified to conform

to the current period financial statement presentation

Cash and Cash Equivalents

The Consolidated Statements of Cash Flows classify changes in

cash and cash equivalents short-term highly liquid investments

readily convertible into cash with an original maturity at date of

purchase of three months or less according to operating investing

or financing activities The Company places its temporary cash

investments with what it believes to be high credit quality financial

institutions

Investments

The Company invests in marketable securities including mutual

funds and debt and equity securities Marketable securities are

stated at market value as determined by the most recently traded

price of each security at the balance sheet date The Company

reviews its investment portfolio on quarterly basis to determine if

market declines below book value may be other-than-temporary

Any decline that is determined to be other-thantemporary is

recorded as loss on the Consolidated Statements of Operations

and Comprehensive Income in accordance with Emerging Issues

Task Force EITF No 03-1 The Meaning of Other-Than-

Temporary Impairment and its Application to Certain Issues All

marketable securities are defined as availableforsale investments

under the provisions of Statement of Financial Accounting

Standards No SFAS 115 Accounting for Certain Investments in

Debt and Equity Securities As ofJanuary 2009 the market

value of the Companys investments exceeded the investments

book value

Management determines the appropriate classification of its

investments in marketable securities at the time of purchase and

reevaluates such determination at each balance sheet date Debt

securities for which the Company does not have the intent or

ability to hold to maturity and equity securities are classified as

available-forsale Investments are carried at fair value with the

unrealized gains and losses net of tax reported as separate

component of stockholders equity The cost of investments sold is

determined based on the Specific Identification method

Accounts Receivable

The Company monitors vendor receivables and extensions of

credit on an ongoing basis and has not experienced significant

losses related to its receivables At January 2009 the Company

believes that it did not have significant credit risk concentrations

No customer or vendor represented greater than 3% of total

accounts receivable

Inventories

Supermarket nonperishable inventories are recorded using the

retail method and are stated at the lower of cost or market with

cost determined using the last-in first-out LIFO method

Perishable inventories are valued at the lower of cost on firstin

firstout FIFO basis or market

Inventory reserves are maintained for dry goods at historical run

rates that are adjusted annually and trued up at each physical count

three times per year to ensure adequacy of the reserve
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Inventories of perishable items are taken at the end of every month

and balances are adjusted accordingly with the offset recorded in

cost of sales

Property Plant and Equipment

Property plant and equipment is recorded at cost Depreciation is

provided on the straight-line method over the estimated useful

lives of individual assets or classes of assets as follows

Buildings and improvements to 20
years

Store frxtnres and office equipment to
years

Transportation equipment to
years

Machinery and equipment to years

Leasehold interests and improvements to leased properties are

amortized over their estimated useful lives or lease period

whichever is shorter

Leased property meeting certain capital lease criteria is capitalized

and the present value of the related lease payments
is recorded as

liability Amortization of capitalized leased assets is computed on

the straightline method over the shorter of the estimated useful

life or the initial lease term

Normal repairs and maintenance are expensed as incurred

Expenditures which materially increase values change capacities or

extend useful lives are capitalized Replacements are capitalized and

the property plant and equipment accounts are relieved of the

items being replaced The related costs and accumulated

depreciation of disposed assets are eliminated and any gain or loss

on disposition is included in selling general and administrative

SGA expense on the Consolidated Statements of Operations

and Comprehensive Income

Impairment of Long-Lived Assets

The Company monitors the carrying value of long-lived assets for

potential impairment whenever events or changes in circumstances

indicate the carrying value of an asset may not be recoverable

Impairment is recognized when estimated future cash flows

undiscounted and before interest charges are less than carrying

value The estimation of expected future net cash flows is

inherently uncertain and relies on assumptions regarding current

and future economic and market conditions and the availability of

capital If impairment analysis assumptions change then an

adjustment to the carrying value of the Companys long-lived

assets could occur To the extent that an asset is impaired the

excess of the carrying amount of the asset over its estimated fair

value is charged against earnings No impairments were recorded

in 2008 2007 or 2006

Pair Value of Financial Instruments

The carrying values of cash and cash equivalents accounts

receivable accounts payable and accrued liabilities approximate fair

values because of the short-term maturity of these instruments

The fair value of the Companys long-term debt closely

approximates its carrying value The Company uses quoted market

prices when available or discounted cash flows to calculate these

fair values

Workers Compensation and General and Auto Liability Costs

In June 2003 the Company terminated its guaranteed cost

workers compensation policy and purchased high deductible

workers compensation policy Accordingly the Company was

primarily selfinsured for losses related to workers compensation

for claims incurred prior to July 2006 as well as general and

auto liability
claims The Company maintained stop-loss coverage

to bmit its loss exposure on per claim basis and was insured for

covered costs in excess of per claim limits Effective July 12006

the Company purchased one-year fully insured guaranteed cost

workers compensation insurancepolicy at favorable rate to

replace the high deductible program Since then the Company has

continued to renew the workers compensation guaranteed cost

policy annually The Company continues to maintain an accrual for

claims incurred prior to July 2006 under the high deductible

program which is based on both reported claims and an estimate

of claims incurred but not reported The Companys workers

compensation and general and auto liability reserves for unpaid

and incurred but not reported claims at January 2009 and

December 29 2007 were approximately $4564000 and

$7107000 respectively While the ultimate amount of claims

incurred are dependent on future developments the recorded

reserves reflect managements best estimate of claims to be

incurred
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Revenue Recognition

The Company recognizes revenue at the time of sale Discounts

given to customers are recorded at the point of sale as reduction

of revenues The Company maintains had debt allowance fot

receivabes from vendots and Gelsons charge card users.Valuation

reserves are adjusted periodically based on historical recovery rates

The Company records income from licensing arrangements

subleases leases and finance charges as they are earned Income

from all licensing arrangements rental income and finance charges

represents less than 1% of sales for all periods presented and

thereforc is not disclosed separately on the Consolidated

Statements of Operations and Comprehensive Income

Cost of Soles

Cost of sales includes product costs net of discounts and allowances

and inbound freight charges as well as warehouse transportation

purchasing advertising and occupancy costs Warehouse and

transportation costs include receiving costs internal transfer costs

labor building rent utilities depreciation repairs and maintenance

and fuel for the Companys distribution center and distribution

system Purchasing costs include both labor and administrative

expense associated with the purchase of the Companys products

Advertising costs net of vendor reimbursements are expensed as

incurred and include the cost of the Gelsons newsletter newspaper

ads and other print advertising Occupancy costs consist of rent

conirnon area charges where applicable depreciation and utilities

related to Gelsons operations.The following table summarizes

warehouse transportation purchasing net advertising and

occupancy costs for 2008 2007 and 2006

In Thousands 2008 2007 2006

Warehouse and transportation 7046 7117 6882

Purchasing 3008 2964 2835

Advertising 1049 1017 1148

Occupancy 23624 23436 23394

$34727 $34534 $34259

Fair Vilue Measurements

On the first day of fiscal 2008 the Company adopted SFAS 157

FairValue Measurements SFAS 157 defines fair value establishes

framework for measuring fair value under generally accepted

accounting principles and expands disclosure about fair value

measurements SFAS 157 defines fair value as the amount that

would be received upon sale of an asset or paid to transfer

liability in the principal or most advantageous market for the asset

or liability in an orderly transaction between market participants

on the measurement date SFAS 157 also establishes fair value

hierarchy which prioritizes the types of inputs to valuation

techniques that companies may use to measure fair value The fair

value hierarchy gives the highest priority to quoted prices sn active

markets for identical assets or liabilities Level .The next highest

priority is given to inputs other than quoted prices included in

Level that are observable for the asset or liability either directly

or indirectly Level The lowest priority is given to unobservable

inputs in which there is little or no market data available and

which requsre the reporting entity to develop its own assumptions

Level The fair value of the Companys financial assets and

liabilities measured on recurring basis includes investments which

appear under Assets on the Consolidated Balance Sheets The fol

lowing table sets forth the fair value of investments as ofJanuary

2009 including the input level used to determine fair value at the

measurement date

In Thousands Level Level Level Total

Investments $5077 3581 $8658

Vendor Allowances

The Company receives variety of allowances from its vendors

whose products are sold in Gelsons stores Typically the vendors

are paying the Company to promote their products The promotion

may be temporary price reduction feature in print advertise

ment or newsletter or placement of the vendors product in

preferred location in store The promotions are typically two to

three weeks long and are recognized when the commitment has

been fulfilled.Vendor allowances are recorded as reduction of cost

of sales

Occasionally the Company receives rebate allowances in the form

of upfront lump-sum payments from vendors Under the terms of

these longterm agreements which typically extend for several

months or years the Company earns the rebates as it purchases

product from the vendon The upfront payments are recorded as

liability
when they are received and are recorded as reduction of

inventory cost as the product is purchased In the event that the

Company does not purchase the minimum amount of product

specified in the agreement the upfront payments must be

returned on pro rata basis to the vendor If the contract does not
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specify that the rebate is earned as product is purchased then the

upfront payments are recorded as liability when received and

recognized as reduction of cost of sales on pro rata basis as the

product is sold

Stock Appreciation Rzghts

The Company has outstanding stock appreciation rights SARs

that have been granted to non-employee directors and certain

employees Each SAR entitles the holder to receive cash upon

exercise equal to the excess of the fair market value of share of

the Companys Class Common Stock Class as determined in

accordance with the SARs agreement on the date of exercise over

the fair market value of such share on the date granted SARs

granted prior to December 2007 vest 25% each year beginning at

the end of the first year and expire five years from the date of

grant SARs granted in December 2007 vest 25% each year

beginning at the end of the third year and expire seven years from

the date of grant No SARs were granted in 2008

Stock-based compensation under the SARs program was

previously subject to variable accounting in accordance with

Financial Accounting Standards Board Interpretation No FIN 28

Accounting for Stock Appreciation Rights and Other Variable

Stock Option or Award Plans an interpretation of Accounting

Principles Board Opinion No APB 25 Accounting for Stock

Issued to Employees Under FIN 28 compensation expense was

recognized as the SARs vested using the graded-vesting method as

specified by FIN 28 In addition changes in the market price of

the Companys Class impacted the recognition of SARs expense

model incorporates various highly subjective assumptions

including expected term and volatility The Company has reviewed

its historical pattern
of SARs exercises and has determined that

meaningful differences in SARs exercise activity exist between

employees and non-employee directors Consequently the

Company has categorized SARs into two groups for valuation

purposes as well as separate groups based on grant date Expected

volatility was determined based on historical volatility using

weekly data The riskfree interest rate is based on U.S Treasury

zero-coupon issues with remaining term equal to the expected

SARs life assumed at the date of grant less the time that has

elapsed since the grant date The expected term was calculated

based on historical experience SFAS 123R also requires that

forfeiture assumption be applied to awards that are classified as

liabilities such as SARs However cashsettled SARs are

remeasured at fair value at the end of each reporting period and

therefore the impact of actual forfeitures will be reflected at each

remeasurement date

The assumptions used in the Black-Scholes option-pricing model

as of fiscal 2008 year end wee as follows

.73% .75%

39.40% 40.12%

1.346% 1.740%

3.52 5.52 years

Effective January 12006 the Company adopted SFAS 123R

revised 2004 Share-Based Payment which requires the

measurement and recognition of compensation expense
based on

the fair value of SARs The Company adopted SFAS 123R using

the modified prospective transition method and therefore prior

period results were not restated SFAS 123R requires the

Company to remeasure the fair value of SARs each reporting

period until the award is settled Compensation expense must be

recognized each reporting period for changes in fair value and

vesting

The fair value of each SAR is estimated on the date of grant and

subsequently at the end of each reporting period using the Black

Scholes option-pricing model The Black-S choles option-pricing

Rental payments on operating leases are recorded over the lease

term as they become payable or receivable except for rental

payments on leases with scheduled rent increases which are

recognized on straightline basis over the term of the lease

Income Taxes

Deferred tax assets and liabilities are determined based on the

difference between the financial statement and tax bases of assets

and liabilities using enacted tax rates in effect for the
year

in

which the differences are expected to reverse The realization of

deferred tax assets is contingent upon the Companys ability to

generate future taxable income See Note 13 for further

information

Dividend yield

Expected voistiliry

Riskfree interest rste

Expected average term

See Note 10 for further information related to SARs

Rental Expense and Income
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Common Stock and Net Income Per Share

Basic net income
per common share is computed by dividing net

income by the weighted average number of common shares

outstanding during the period Diluted net income per common

share is determined by dividing net income by the weighted

average tmmber of common and potential common shares

outstanding during the period There were no potential common

shares outstanding during the periods presented and therefore

basic and diluted net income per common share are the same

Use of Estimates

The preparation of financial statements in conformity with

accounting principles generally accepted in the United States

GAAP requires management to make estimates and assumptions

for the reporting period and as of the financial statement date

These estimates and assumptions affect the reported amounts of

assets and liabihties the disclosure of contingent liabilities and the

reported amounts of revenues and expenses Actual results could

differ from these estimates

Impact of Recently Issued Acconnting Standards

In September 2006 the Financial Accounting Standards Board

PASB issued SPAS 157 Pair Value Measurements SPAS 157

defines fair value establishes framework for measuring fair value

in GAAP and expands disclosures about fair value measurements

SPAS 157 does not require any new fair value measurements The

adoption of SPAS 157 in the first quarter of 2008 did not have any

impact on the Companys consolidated financial statements In

February 2008 the PASB issued PASB Staff Position No PSP

PAS 157-2 Effective Date of PASB Statement No 157 which is

effective for specified fair value measures of nonfinancial assets and

liabilities for financial statements issued for fiscal years beginning

after November 15 2008 PSP PAS 157-2 is effective for the

Companys first quarter of 2009 The Company is currently

evaluating the impact if any that the implementation of these

provisions may have on its consolidated financial statements

In Pebruary 2007 the PASB issued SPAS 159 The PalrValue

Option for Pinancial Assets and Pinancial Liabilities Including an

Amendment of PASB Statement No 115 SPAS 159 permits

entities to make an irrevocable election to measure certain financial

instruments and other assets and liabilities at fair value on an

instrument-by-instrument basis Unrealized gains and losses on

items for which the falr value option has been elected will be

recognized into net earnings at each subsequent reporting date

Upon adoption of SPAS 159 in the first quarter of 2008 the

Company did not elect the fair value option and accordingly its

adoption did not have any effect on the Companys consolidated

financial statements

Investments

Marketable securities are shown on the accompanying

Consolidated Balance Sheets at their fair value

In Thousands

As ofJanuary 2009

Debentures 8643 15 8658

As of December 29 2007

Mutual finds $20235 302 $19933

AU debt securities held as ofJanuary 2009 have maturities of less

than one year
Realized net gains losses from the sale of

investments was $907000 $0 and $1000 in 2008 2007 and

2006 respectively In addition the Company recognized capital

gain income from mutual funds of $0 $64000 and $1000 in

2008 2007 and 2006 respectively Realized net gain loss from the

sale of investments and capital gain income are included in other

income expense net on the Consolidated Statements of

Operations and Comprehensive Income

Accounts Receivable Net

In Thousands January 2009 December 29 2007

Accounts receivable trade 2883 3351

Other accounts receivable 2685 2788

5568 6139

Less Allowance for doubtful accounts 297 172

5271 5967

The provision for doubtful accounts in 2008 2007 and 2006 was

approximately $169000 $45000 and $14000 respectively

Inventories

Inventories valued by the LIPO method totaled $15031000 at

January 2009 and $17937000 at December 29 2007 Inventory

balances would have been $6025000 and $5340000 higher at the

Unrealized

Cast Cain Lass

Fair

l4zlue

22



end of 2008 and 2007 respectively if they had been stated at the

lower of FIFO cost or market The LIFO effect on net income was

decrease of approximately $406000 $367000 and $335000 in

2008 2007 and 2006 respectively

Significant Supplier

During 2008 the Company procured approximately 16% of its

product through Unified Western Grocers Inc Unified grocery

wholesale cooperative As member-patron the Company is

required to provide Unified with certain minimum deposits and

credit in order to purchase product from the cooperative As of

January 2009 the Company had approximately $1676000 on

deposit with Unified in addition to approximately $625000 related

to ownership of equity shares in Unified The deposit is recorded

under other assets on the Consolidated Balance Sheets The

minimum deposit requirement is satisfied through combination

of cash credit and ownership of equity shares in Unified

Property Plant and Equipment

In Thousands January 2009 December 29 2007

Land 8633 8633

Buildings and improvements 9837 9693

Store fixtures and office equipment 46270 44821

Transportation equipment 4134 3920

Machinery and equipment 1930 1981

Leasehold improvements 50875 48668

Leasehold interests 4538 4538

Assets under construction 975 1137

127192 123391

Accumulated depreciation and amortization 83400 78538

43792 44853

As ofJanuary 32009 approximately $54889000 of property plant

and equipment at cost was fully depreciated and is still being used

in operations

Other Current Liabilities

In Thousands January 2009 December 29 2007

Employee compensated absences 5426 5245

Taxes excluding income taxes 3080 3154

Employee benefits 2446 2589

Payroll 1355 1371

Workers compensation 1349 1962

Dividends payable 790 790

Rent 742 738

Stock appreciation rights
108 2653

Other 3554 3323

18850 21825

Non-Current

January December 29
2009 2007In Thousands

7% Subordinated Income

Debentures due

September 2014 1228 1228

The Company has revolving lines of credit in the amount of

$20000000 which expires in August 2010 and $3000000 which

expires in October 2009 Borrowings bear interest at the banks

prime rate or at the adjusted London Interbank Offer Rate

LIBOR plus margin up to 1.2% At the end of 2008 and 2007

there were no amounts borrowed against either of the revolving

lines of credit The Company currently maintains four standby

letters of credit aggregating $9569000 in connection with lease

and self-insurance requirements The standby letters of credit

reduce the available borrowings under its revolving lines of credit

Debentures The indenture relating to the 7% Subordinated

Income Debentures 7% Debentures due September 2014

provides for interest payable semi-annually on March and

September to the extent that current annual net income is

sufficient therefor or at the discretion of the Company out of

available retained earnings All interest due and payable at

January 2009 was paid The 7% Debentures are recorded at

face value which approximates its fair value

Capital Stock

Class Common Stock The Company is authorized to issue

10000000 shares of Class par value $.25 per share At

January 2009 and December 29 2007 the number of shares

issued were 4518298 including 1357200 treasury shares

During 2006 the Company purchased and retired 217904 shares

of its Class for an aggregate purchase price of approximately

$19999000 in unsolicited private transactions with unrelated

parties No shares were purchased during 2008 and 2007 In

March 2007 the Company announced stock repurchase

program authorized by the Board of Directors to purchase from

time to time up to 200000 shares of its Class in the open

market or in private transactions This was in addition to the

22904 shares remaining under prior repurchase authorizations

The timing volume and price of purchases are at the discretion

of the management of the Company

Long-Term Debt

Current

January December 29
2009 2007
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During 2008 and 2007 the Company paid regular quarterly

dividends of 25 cents per share of Class for total of approx

imately $3161000 in each year In addition on December

2008 the Company paid special cash dividend of twenty-five

dollars $25 per
share on its outstanding Class totaling

approximately $79027000 to stockholders of record at the close

of business on November 20 2008 On January 20 2009 the

Company paid regular quarterly cash dividend of 25 cents per

share of Class aggregating approximately $790000 to

stockholders of record on December 31 2008

10 Stock Appreciation Rights

The Company has granted SARs covering shares of the

Companys Class to non-employee directors and certain

employees of the Company and its subsidiaries Each SAR entitles

the holder to receive upon exercise thereof the excess of the fair

market value of share of Class as determined in accordance

with the SARs agreement on the date of exercise over the fair

market value of such share on the date granted SARs granted

prior to December 2007 vest 25% each year beginning at the end

of the first year and expire five years from the date of grant SARs

granted in December 2007 vest 25% each year beginning at the

end of the third year and expire seven years
from the date of

grant SARs transactions during the past three years are

summarized below

57500 $122.69

17100 58.40 15000 68.09

Outstanding as of 1/3/09 72125 $145.42 42500 $141.96

Exercisable as of 1/3/09 500

The aggregate intrinsic value of fully vested SARs

2009 is approximately $35000

as ofJanuary

The following table summarizes information about the Companys

SARs outstanding at January 2009

SARs Outstanding
____________________

Weighted

Average

Remaining

Number Contractual

Outstanding Life

SARs Officers Employees

57.00 500 .5
years

57.00 500 57.00

$121.03 1125 3.2years $121.03

146.44 70500 5.9
years $146.44

72125 5.8
years

$145.42 500 57.00

SARs Non-Employee Directors

$121.03 7500 3.2
years

$121.03

$146.44 35000 5.9
years

$146.44

42500 5.4
years

$141.96

SARs compensation expense is recorded under SGA expense on

the Consolidated Statements of Operations and Comprehensive

Income Effective January 2006 the Company adopted SFAS

123R revised 2004 Share-Based Payment using
the modified

prospective transition method and therefore prior period results

were not restated As of January 2006 the cumulative effect of

adopting SFAS 123R resulted in the recognition of $288000 in

compensation expense SEAS 123R requires the Company to

remeasure the fair value of SARs each reporting period until the

award is settled Compensation expense must be recognized each

reporting period for changes in fair value and vesting During

2006 the Company recorded $3383000 of compensation expense

related to the increase in the fair value of SARs and additional

vesting during the period in addition to the $288000 recorded as

result of the adoption of SFAS 123R as noted above The

Company recognized $1823000 and $2908000 of SARs

compensation expense in 2008 and 2007 respectively

As ofJanuary 2009 assuming no change in the SARs fair value

there was approximately $2886000 of total unrecognized

compensation cost related to unvested SARs which is expected to

be recognized over weighted average period of 4.7
years

The

total intrinsic value of SARs exercised during 2008 was

approximately $3443000 Intrinsic value represents the amount by

which the fair value of SARs exceeds the exercise price

Exercise Price

SARs Exercisable

Weighted

Average

Exercise Number

Price Exercisable

Weighted

Average

Exercise

Price

SAPS

Officers and

Employees

Weighted

SARs Average Price

67050 56.72

21650 53.19

1750 57.00

43650 58.46

72000 $145.91

22675 54.97

3750 86.22

89225 $128.75

Outstanding as of 12/31/05

Exercised

Forfeited

Outstanding as of 12/30/06

Granted

Exercised

Forfeited

Outstanding as of 12/29/07

Granted

Exercised

Forfeited

Non-Employee

Directors

Weighted

SAPS Average Price

60000 56.85

2500 28.00

10000 78.43

47500 53.83

45000 $140.79

35000 52.52
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11 Retirement Plans

The Company contributes to multi-employer union pension plans

administered by various trustees which may be deemed to be

defined benefit plans Contributions to these plans are based upon

negotiated labor contracts Information relating to accumulated

benefits and fund assets as they may be allocable to the participants

at January 2009 is not available to the Company The Company

records pension expense for these plans as contributions are

earned The Companys total union pension expense for all plans

for 2008 2007 and 2006 amounted to $5065000 $5332000 and

$6801000 respectively

The Arden Group Inc 401k Retirement Savings Plan 401k

Plan covers all non-union employees of the Company and its

subsidiaries who have attained the age of 18 and have completed

the applicable service requirement as well as retirees and

employees who have terminated but remain participants in the

401k Plan On the first of the month following the completion

of one month of service the 401k Plan provides that with

certain limitations qualifying employee may elect to contribute

up to 100% of such employees annual compensation to the

401k Plan up to maximum of $15500 in 2008 on tax-

deferred basis In addition employees over the age of 50 may elect

to make catch up contributions up to maximum of $5000 in

2008 The Company made discretionary contributions to the

401k Plan of $716000 $929000 and $919000 for 2008 2007

and 2006 respectively

The Company formerly maintained noncontributory trusteed

Stock Bonus Plan which qualified as profit sharing plan under

Section 401a of the Internal Revenue Code of 1986 as amended

Plan assets were invested in the Companys Class with excess

cash invested in certain government-backed securities Legislation

passed as part of the Pension Protection Act of 2006 required

employers to allow participants who own employer securities the

opportunity to diversifi their assets As result the Stock Bonus

Plan was merged into the 401k Plan effective March 2007

An employment agreement with key executive officer provides

for annual post-employment compensation equal to 25% of his

average base salary and bonus earned in the last three fiscal years

prior to the cessation of his employment with the Company The

officer is entitled to monthly payments during his lifetime

beginning with the termination of his employment for any reason

other than his breach of the employment agreement or

termination for cause The Company has accrued its obligation

under the terms of the employment agreement The Company

decreased the accrual during 2008 2007 and 2006 and recognized

income of approximately $45000 $44000 and $536000

respectively The decrease in the accrual is primarily due to

change in estimate based on the refining of the assumptions and

underlying data including the estimated payout term This accrual

is recorded under other liabilities on the Consolidated Balance

Sheets and totaled approximately $2122000 as ofJanuary 2009

12 Multi-Employer Union Health Care Plans

The Company contributes to multi-employer union health care

plans administered by various trustees in accordance with the

provisions of various labor contracts Contributions to these plans

are generally based on the number of straight-time hours worked

The Companys expense for these plans totaled $9258000

$9789000 and $15231000 for 2008 2007 and 2006 respectively

The majority of Gelsons employees are members of the United

Food Commercial Workers International Union UFCW The

Company contributes to multi-employer health and welfare trust

fund on behalf of its employees who are members of the UFCW
This fund was overfunded during 2007 contract negotiations

Consequently the employers negotiated significant reduction in

the average hourly contribution rates for health care which was

expected to substantially reduce the overfunded status of the fund

during the term of the new contract between the UFCW and the

employers which expires March 2011 The Companys health

and welfare contribution rate was scheduled to increase effective

with hours worked during March 2009 and after however the

Company was recently notified by the Southern California United

Food Commercial Workers Unions and the Food Employers

Joint Trust Funds Trust that the increase has been suspended for

the six-month period beginning March 2009 and ending August

2009 The Trust will review the effective rate again in August 2009

Except as discussed above there were no employer withdrawals

shortfall contributions maintenance of benefit clauses or other

material changes that affected the comparability of employer and

multi-employer contributions ftom year to year
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13 Income Taxes

The composition of the federal and state income tax provision

benefit is as follows

In Thousands 2008 2007 2006

Current

Federal $11550 $14702 $13455

State 3239 3671 3513

Total current tax provision 14789 18373 16968

Deferred

Federal 1652 540 1009

State 399 364 64

Total deferred tax provision 2051 904 1073

Total income tax prnvision $16840 $19277 $15895

The Companys deferred tax assets liabilities were attributable to

the following

In Thousands January 2009 December 29 2007

Deferred tax assets

Deferred rent 2566 2504

Property plant and equipment 1582 1489

Selfinsored reserves 1860 2895

Accrued expenses 1749 3028

State income taxes 1150 1382

Accrued vacation 1134 1076

Other 771 538

Deferred tax assets 10812 12912

Deferred tax liabilities

Deferred gain on debenture exchange 2372 2533

other 1126 1013

Deferred tax liabilities 3498 3546

Deferred income taxes net 7314 9366

Reconciliation of the statutory federal rate and effective rate is as

follows

In Thousands Except
2008 2007 2006

Percentage Amounts Amount Rate Amount Rate Amount Rate

Federal tax at

sntutory rate $14527 35.0% $16969 35.0% $13691 35.0%

State income taxes

net of federal tax

benefit 2385 5.8% 2786 5.7% 2248 5.7%

Other 72 .2% 478 .9% 44 .1%

$16840 40.6% $19277 39.8% $15895 40.6%

The Company adopted FIN 48 Accounting for Uncertainty in

Income Taxes an Interpretation of FASB Statement No 109 on

the first day of its 2007 fiscal year The implementation of FIN 48

did not result in material adjustment to the Companys liability

for unrecognized income tax benefits As ofJanuary 2009 and

December 29 2007 the Company had approximately $6000 and

$23000 respectively of unrecognized tax benefits all of which

would impact our effective tax rate if recognized The Company

does not believe that the unrecognized tax benefit will change

significantly within the 2009 fiscal year The following table

reconciles the amount recorded for unrecognized tax benefits for

the year ended January 32009

In Thousands

Unrecognized ux benefits beginning of
year

23

Decrease due to lapse
of statute of limitations 17

Unrecognized tax benefits end of year

The Company recognizes interest and penalties related to uncertain

tax positions in interest expense
and SGA expense respectively in

the Consolidated Statements of Operations and Comprehensive

Income reversal of interest recognized in prior periods of $2000

was recorded in 2008 No interest was recognized during 2007 No

penalties were recognized during 2008 or 2007 As ofJanuary

2009 and December 29 2007 the Company had approximately

$82000 and $84000 accrued for interest respectively and no

accrual for penalties at the end of either period The interest accrual

is net of the applicable federal and state tax savings which would

result if the interest were paid out

The Company files income tax returns in the United States federal

jurisdiction and the California state jurisdiction The Company is

no longer subject to federal and state tax examinations for years

before 2005 and 2004 respectively

14 Leases

The principal kinds of property leased by the Company and its

subsidiaries are supermarket land and buildings The most

significant obligations assumed under the lease terms other than

rental payments are the upkeep of the facilities utilities insurance

and property taxes Most supermarket leases contain contingent

rental provisions based on sales volume and have renewal options

The Companys decssion to exercise renewal options is primarily

dependent on the level of business conducted at the location and

the profitability thereof
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All leases and subleases with an initial term greater than one year

are accounted for under SFAS 13 Accounting for Leases These

leases are classified as either capital leases operating leases or

subleases as appropriate

Assets Under Capital Leases Assets under capital leases are

capitalized using interest rates appropriate at the inception of each

lease Contingent rentals associated with capital leases in 2008

2007 and 2006 were $0 $231000 and $242000 respectively and

accordingly have been charged to expense as incurred There

were no capital leases outstanding as ofJanuary 2009 or

December 29 2007

Operating Leases and Subleases In addition to capital leases the

Company is obligated under operating leases primarily for land

and buildings which expire at various dates through 2027 Future

minimum lease payments for all noncancelable operating leases

having remaining term in excess of one year at January 2009

are as follows

Deduct

Sublease Rental

In Thousands Commitments Rentals Commitments

2009 10828 679 10149

2010 10507 684 9823

2011 9829 709 9120

2012 9669 544 9125

2013 9266 78 9188

Thereafter 80895 23 80872

$130994 2717 $128277

Rent expense under operating leases was as follows

In Thousands 2008 2007 2006

Minimum rent 11324 10900 10600

Contingent rent 1356 1122 907

12680 12022 11507

Sublease rentals 2110 1963 1824

10570 10059 9683

15 Related Party Transactions

director of the Company is partner of law firm which

performs legal services for the Company

16 Commitments and Contingent Liabilities

The Company has an employment agreement with key executive

officer and shareholder which currently expires on January

2011 In addition to base salary the agreement provides for

bonus based on pre-tax earnings No maximum compensation

limit exists Total salary and bonus expensed in 2008 2007 and

2006 was approximately $2154000 $2385000 and $2034000

respectively The unpaid bonus at year
end is recorded under

accounts payable trade on the Consolidated Balance Sheets The

officer is entitled to monthly payments during his lifetime

beginning with the termination of his employment for any reason

other than his breach of the employment agreement or

termination for cause The Company has accrued its obligation

under the terms of the employment agreement as discussed in

Note 11

The Company is primarily selfinsured for losses related to general

and auto liability
claims and for events occurring prior to July

2006 for workers compensation as well The Company purchased

fully insured guaranteed cost workers compensation insurance

policy for losses occurring after June 30 2006 This policy replaced

the high deductible program for workers compensation and is cur

rently effective through June 30 2009 For claims prior to July

2006 the Company maintains stoploss coverage to limit its loss

exposure on per claim basis Liabilities associated with the risks

that are retained by the Company are estimated in
part by

considering historical claims experience and regression analysis

Accruals are based on reported claims and an estimate of claims

incurred but not reported While the ultimate amount of claims

incurred are dependent on future developments the reserve

represents
the Companys best estimate of future

payments
related

to claims The Companys liability reserve for unpaid claims

and incurred but not reported claims at January 2009 and

December 29 2007 was approximately $4564000 and

$7107000 respectively and is recorded under other current

liabilities and other liabilities on the Consolidated Balance Sheets

As ofJanuary 2009 management had authorized expenditures

on incomplete projects for the construction and purchase of

property plant and equipment which totaled approximately

$1823000
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The Company and its subsidiaries are subject to myriad of 17 Selected Quarterly Financial Data Unaudited

environmental laws regulations and lease covenants with its

landlords regarding air water and land use products for sale and

the use storage and disposal of hazardous materials The Company

believes it substantially complies and has in the past substantially

complied with federal state and local environmental laws and

regulations and private covenants The Company cannot at this

time estimate the expense it ultimately may incur in connection

with
any violations however it believes any such claims will not

have material adverse impact on either the Companys

consolidated financial position results of operations or cash flows

The Company or its subsidiaries are defendants in number of

cases currently in litigation being vigorously defended in which

the complainants seek monetary damages As of March 13 2009

no estimate of potential liability if any is possible Based upon

current information management after consultation with legal

counsel defending the Companys interests in the cases believes

the ultimate disposition thereof will not have material effect

upon either the Companys consolidated financial position results

of operations or cash flows

In Thousands Except Per Share Data

Basic and Diluted

Gross Net Net Income

Quarter Sales Profit Income Per Share1

2007

First $120430 $47188 6466 2.05

Second 119823 46514 6501 2.05

Third 119433 46700 8884 2.81

Fourth 126253 47589 7356 2.33

2008

First $118816 $45547 6529 2.07

Second 116616 44925 6614 2.09

Third 114156 43457 4114 1.30

Fourth 129529 50571 7410 2.34

Earnings per
share is calculated using the weighted average outstanding

shares
for

the

quartet
The fourth quarter of 2008 was 14-week

quarter compared to 13 weeks in

the fourth quarter of 2007
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STOCK PERFORMANCE CHART

he following graph compares the cumulative stockholder return on the Companys Class with the cumulative total return of

the SP 500 Index and the SP Food Retail Index for the five-year period ending December 31 2008 The graph assumes

that $100 was invested on December 31 2003 in the Class and in each of the above-mentioned indices with all dividends

reinvested The information presented in the graph was obtained by the Company from outside sources it considers to be reliable but has

not been independently verified by the Company

Comparison of Five-Year Cumulative Total Return

$50

$0

2003 2005 2006 2007 2008

Arden Group Inc SP 500 Index SP Food Retail Index

2003 2004 2005 2006 2007 2008

Arden Group Inc 100.00 163.04 152.08 208.81 245.95 257.32

SP 500 Index 100.00 111.23 116.69 135.12 143.53 92.64

SP Food Retail Index 100.00 98.25 103.76 121.55 129.87 91.75

MARKET RISK

he Company currently has no outstanding bank debt or fixture financing If the Company should obtain financing or draw on

its existing lines of credit which bear interest at the banks reference rate or at the banks adjusted LIBOR plus margin up to

1.2% the Company could then be exposed to market risk related to interest fluctuations

change in market prices exposes the Company to market risk related to its investments As ofJanuary 2009 all investments were

classified as available-for-sale securities and totaled $8658000 hypothetical 10% drop in the market value of these investments would

result in $866000 unrealized loss and corresponding decrease in the fair value of these instruments This hypothetical drop would not

affect cash flow and would not have an impact on earnings until the Company sold the investments

$150
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ARDEN GRoUP INU ANO C0Ns0LI0ATP0 SUBsIDIARIEs

MANAGEMENTs REPORT ON INTERNAL CONTROL OVER

FINANcIAL REPORTING

rf
he management of the Company is responsible for establishing and maintaining adequate internal control over financial

reporting The Companys internal control over financial reporting is process designed to provide reasonable assurance

regarding the
reliability

of financial reporting and the preparation of financial statements for external purposes
in accordance

with accounting principles generally accepted in the United States Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projections of any
evaluation of effectiveness to future periods are subject to the

risk that controls may become inadequate because of changes in conditions or that the degree of compliance with the policies or

procedures may deteriorate

The Companys management assessed the effectiveness of the Companys internal control over financial reporting as ofJanuary 2009 In

making the assessment it used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in

Internal Control-Integrated Framework Based on that assessment management concluded that as ofJanuary 2009 the Companys internal

control over financial reporting is effective based on those criteria

The effectiveness of the Companys internal control over financial reporting as ofjanuary 2009 has been audited by Moss Adams LL

an independent registered public accounting firm as stated in their report which appears on page
31
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ARDEN GROUP INC AND CONSOLIDATED SUBSIDIARIES

REPORT OF INDEPENDENT REGISTERED

PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of Arden Group Inc and Consolidated Subsidiaries

have audited the accompanying consolidated balance sheets of Arden Group Inc and Consolidated Subsidiaries the

Company as ofJanuary 2009 and December 29 2007 and the related consohdated statements of operations and

comprehensive income stockholders equity and cash flows for each of the years in the three-year period ended January

2009.We also have audited the Companys internal control over financial reporting as ofJanuary 2009 based on criteria set forth by

the Committee of Sponsoring Organizations of the Treadway Commission COSO in Internal Control Integrated Framework The

Companys management is responsible for these financial statements for maintaining effective internal control over financial reporting

and for its assessment of the effectiveness of internal control over financial reporting included in the accompanying Managements

Report on Internal Control over Financial Reporting Our responsibility is to express an opinion on these financial statements and an

opinion on the Companys internal control over financial reporting based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board United States Those

standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of

material misstatement and whether effective internal control over financial reporting was maintained in all material respects Our audits

of the financial statements included examining on test basis evidence supporting the amounts and disclosures in the financial

statements assessing the accounting principles used and significant estimates made by management and evaluating the overall financial

statement presentation Our audit of internal control over financial reporting included obtaining an understanding of internal control

over financial reporting assessing the risk that material weakness exists and testing and evaluating the design and operating

effectiveness of internal control based on the assessed risk Our audits also include performing such other procedures as we considered

necessary in the circumstances We believe that our audits provide reasonable basis for our opinions

companys internal control over financial reporting is process designed to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted acconnting

principles companys internal control over financial reporting includes those policies and procedures that pertain to the

maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of the assets of the

company provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in

accordance with generally accepted accounting principles and that receipts and expenditures of the company are being made only in

accordance with authorizations of management and directors of the company and provide reasonable assurance regarding prevention

or timely detection of unauthorized acquisition use or disposition of the companys assets that could have material effect on the

financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also projections of

any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in

conditions or that the degree of comphance with the policies or procedures may deteriorate

In our opinion the financial statements referred to above present fairly in all material respects the consolidated financial position of

Arden Group Inc and Consolidated Subsidiaries as ofJanuary 2009 and December 29 2007 and the consolidated results of its

operations and its cash flows for each of the years in the three-year period ended January 2009 in conformity with accounting

principles generally accepted in the United States of America Also in our opinion Arden Group Inc and Consohdated Subsidiaries

maintained in all material respects effective internal control over financial reporting as ofJanuary 2009 based on criteria set forth by

the COSO in Internal Control Integrated Framework

As discussed in Note to the consolidated financial statements effective the first day of its fiscal 2008 the Company adopted Statement

of Financial Accounting Standards No 157 FairValue Measurements As discussed in Note to the consolidated financial statements

effective the first day of its fiscal 2007 the Company adopted Financial Accounting Standards Board Interpretation No 48 Accounting

for Uncertainty in Income Taxes an Interpretation of FASB Statement No 109

t5 zf
Los Angeles California

March 13 2009
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